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E.O. 11652: GDS 
TAGS: EFIN KS 

SUBJECT: KOREAN EXCHANGE RESERVES DECLINE AGAIN IN FEB. 
REF: SEOUL 0947 

1. KOREAN FOREIGN EXCHANGE RESERVES FELL FURTHER IN 
FEB BUT BY LESS THAN THE VERY LARGE DECLINE OF 

JAN. THE LOWER RATE OF DECLINE IN FEB WAS DUE 
MAINLY TO A SMALLER TRADE DEFICIT. THE LATTER WAS 
PARTICULARLY LARGE IN JAN. (DOLS 309 MILLION) DUE TO 
UNUSUALLY HIGH IMPORTS AND WEAK EXPORTS. KOREA'S 
SHORT-TERM FX POSITION TURNED NEGATIVE FOR THE FIRST 
TIME AND LEADING INDICATORS STILL POINT TO A DIFFICULT 
FX SITUATION DURING AT LEAST THE FIRST HALF, PER 
ANALYSIS IN REFTEL. 

2. GROSS FX RESERVES FELL DOLS 27 MILLION IN FEB. 

TO DOLS 911 MILLION (PRELIMINARY) COMPARED TO 
DOLS 1049 MILLION AT YEAR END. NET FOREIGN ASSETS 
FELL DOLS 130 MILLION TO MINUS DOLS 534 MILLION, 
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LONG-TERM FX LIABILITIES ARE EXCLUDED, THE SHORT-TERM 
FX POSITION DETERIORATED BY DOLS 134 MILLION IN FEB. 

TO MINUS DOLS 79 MILLION, COMPARED TO PLUS DOLS 297 
MILLION AT YEAR END. SHORT-TERM REFINANCE CREDITS 
ROSE DOLS 94 MILLION TO DOLS 878 MILLION, OR VERY 
CLOSE TO THE GROSS RESERVE LEVEL. 

3. COMMENT: FURTHER DECLINES IN NET FOREIGN ASSETS, 
HOWEVER CALCULATED, APPEAR INEVITABLE IN VIEW OF 
PROSPECTIVE LARGE MONTHLY PAYMENTS DEFICITS THROUGH 
AT LEAST THE FIRST HALF. THE SECOND DOLS 100 MILLION 
OF THE US SYNDICATED BANK LOAN, WHICH BECOMES AVAIL- 
ABLE THIS MONTH, WILL PROVIDE ONLY TEMPORARY RELIEF. 

THE KEY FACTOR REMAINS FOREIGN LENDER CONFIDENCE, 

WHICH IS STILL STRONG AMONG RESIDENT US BANKERS, 

MAINLY DUE TO KOREA'S PAST PERFORMANCE AND FAVORABLE 
LONG-TERM PROSPECTS. IT APPEARS THAT, BARRING 
UNEXPECTED OPEC CASH LOANS, KOREA WILL SHORTLY BE 
OBLIGED TO INCREASE REFINANCE LIABILITIES BEYOND THE 
GROSS RESERVE LEVEL. CREDIT LINES ARE AVAILABLE IN THE 
US FOR SUCH USE AND LOCAL US BANKERS DO NOT SEEM 
WORRIED ABOUT THE FX SITUATION SO FAR, ON THE ASSEMPTION 
THAT CONDITIONS WILL IMPROVE IN THE SECOND HALF AND KOREA 
WILL BE ABLE TO OBTAIN ADDITIONAL LONG-TERM LOANS FROM 
VARIOUS SOURCES. 
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